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FOREWORD 


This report was prepared by an ad hoc working group of the Economic 
Intelligence Committee in response to a request from the Department 
of State in October 1952 for an agreed intelligence-community study 
on the subject. 


The immediate purpose of the original request has been satisfied 
to a considerable extent by (1) the interim submission of a preliminary 
version of this report to the CIA Office of National Estimates as a 
contribution to a National Intelligence Estimate, NIE-93, Probable 
Developments in Yugoslavia, published in June 1953, and (2) the use 
of the major conclusions of this study ina briefing for a meeting 
of the National Security Council Planning Board held in January 1954. 
Since, however, the issues involved are of continuing concern to the 
US and much of the material included is not readily available else- 
where, this study is being published as an EIC report. 


This report was substantially completed in October 1953. Since 
its completion, more recent estimates of probable Yugoslav balance of 
payments developments for the period through the fiscal year 1954-55%* 
have become available. These revised estimates have not been con- 
sidered explicitly in this report, but they do not significantly 
affect the conclusions thereof. 


This report has ‘been concurred in by the EIC representatives of 
the Departments of Army, Navy, Air Force, State, Commerce, and Agri- 
culture, and of the Central Intelligence Agency, the Federal Reserve 
Board, the Foreign Operations Administration, and the Joint Chiefs 
of Staff. 


¥% All references to fiscal years in this report are to the US fiscal 
year (1 July to 30 June). The Yugoslav fiscal year is the calendar 


year. 
- iii - 
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EIC-R-10 S-E-C-R-E-T 


ECONOMIC CONSEQUENCES OF CURTAILMENT AND SUBSEQUENT WITHDRAWAL 
OF FOREIGN ECONOMIC ASSISTANCE TO YUGOSLAVIA 


I. Conclusions. 


The curtailment and subsequent withdrawal of foreign economic 
assistance would involve significant adjustments in the Yugoslav 
economy. 


Yugoslav exports are likely to expand somewhat, but not suf- 
ficiently by 1955-56 to cover prospective trade deficits. 


The Yugoslav government would thus be forced to promote measures 
to improve the efficiency of the economy and, in addition, to make 
cuts in imports for the military establishment, the investment 
program, and/or personal cuusumption. 


Developments affecting certain international financial transac - 
tions will affect the extent of adjustment required. 


The current schedule of foreign debt payments will represent 
a heavy burden on the Yugoslav balance of payments during the 
next 3 years. If these payments could be rescheduled over 4 
longer period of time, the adjustment required would be reduced.* 


New foreign loans, if obtained, would offset the short-term 
effects of withdrawal of foreign economic aid. New loans in sig- 
nificant volume, however, seem quite unlikely during the period 
in question. 


The continuation of private capital movements from abroad -- 
largely charitable contributions -- would also offset the effects 
of withdrawal of aid and so would lessen the adjustment required. 
A decline would, of course, increase the need for adjustment. 


¥ No recommendations are offered in this report as to appropriate 


US policies with respect to the rescheduling of existing foreign 
debt or the contracting of additional debt by Yugoslavia. 


S-E-C-R-E-T 
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In the absence of serious drought, a not uncommon occurrence in 
the area, the long-term stability of the Yugoslav economy would 
probably not be endangered by curtailment and subsequent withdrawal 
of foreign economic assistance. 


II. Discussion of Conclusions. 
A. Long-Term Economic Stability Probably Not Endangered. 
ee ea OO ene aenige red 


1. Yugoslav Dependence on Foreign Trade Still Limited 
under Normal Conditions. 


Even though Yugoslavia has become markedly more dependent 
on foreign markets and sources of supply as the result of its economic 
development program, the total degree of this dependence remains 
limited because Yugoslavia is, and for some time yill remain, a rela- 
tively self-sufficient, industrially underdeveloped, agricultural 
country. This is true “notwithatend tae the fact that a combination 
of special circumstances resulted in an unusual degree of dependence 
on foreign aid from late 1950 to the present time. 


2. Foreign Aid Program. 


From July 1950 to June 1953, Yugoslavia received economic 
assistance in the amount of approximately $350 million. This assistance 
was initiated to forestall an impending economic erisis, the approach 
of which had been hastened by the serious drought of 1950. Economic 
difficulties preceding the 1950 drought were in large part the result 
of the pursuit of two major policy goals formulated after the break 
with the Soviet Bloc. These goals were (a) the build-up of a defense 
establishment which would be capable of deterring the USSR and its 
Satellites from aggression and (b) the persistent efforts, under in- 
auspicious circumstances, to support an investment program which was 
considered by the Yugoslavs as essential to the creation of an indus- 
trial base for economic and political independence. These goals were 
pursued during the period of Yugoslavia'ts relative economic isolation 
following the break with the Soviet Bloc and resulted in the virtual 
depletion of its small reserves of foreign exchange and gold and the 
contraction of large foreign debts. Despite its critical importance, 


Approved For Release 2001/08/21 : CIA-RDP92B01090R000300020036-4 


Approved For Release 2001/08/21 : CIA-RDP92B01090R000300020036-4 


foreign aid accounted for only 4 percent of total national availa- 
bilities -- from internal sources plus net imports of goods and 
services -- at its peak in the drought year 1952-53, and is expected 
to account for only about 2 percent in the fiscal year 1953-54. 

(See Table 2.*) 


3. Yugoslav Foreign Trade. 


In "normal" crop years, Yugoslavia produces enough agri- 
cultural products to feed its population at customary levels and to 
provide surpluses for net exports. Ordinarily these agricultural 
exports, together with exports of timber and nonferrous metals, have 
been sufficient to pay for minimum imports -- the industrial raw 
materials and equipment which are required in order that the Yugoslav 
economy operate at approximately current levels. The Yugoslav foreign 
trade position should improve gradually as the present "key investment 
program" is completed and as the plants involved enter into production. 
Most of these plants are scheduled to be operating by 1955-56. This 
will be the earliest year in which -- without the benefit of foreign 
economic aid, aside from continuing support requirements related to 
the Mutual Defense Assistance Program (MDAP) -- the Yugoslav economy 
may be expected to operate at levels approximately equal to or slightly 
above present levels which are bolstered in part by aid-provided 


resources. 


This relative optimism does not imply that there might not 
be important internal or external political repercussions from cur- 
tailment or withdrawal of aid. Political, as opposed to strictly 
economic, considerations are not, however, the direct concern of this 
report. 


4. Impact of Drought. 


If droughts comparable to those of 1950 and 1952 developed, 
Yugoslavia would be forced to import foods in substantial quantities 
and to reduce, if not eliminate, agricultural exports. For example, 
agricultural products accounted for about one-third of total imports 
in the 2 calendar years 1951 and 1953, which followed the recent serious 
droughts,** as compared to less than 10 percent before World War II 
and during the years 1947-50. Agricultural products accounted for about 


* Table 2 follows on p. 15. 
** Tn 1951, $129 miliion out of $391 million of total imports. 
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one-half of all exports before the war. After the war, the contribu- 
tion of agricultural products to total exports varied from 30 to 

50 percent in the nondrought years and from 20 to 30 percent in the 
calendar years following the droughts.* Thus serious drought would 
result in significantly increased food imports and decreased exports. 
Nonagricultural exports alone would not suffice to pay for the im- 
ports necessary to maintain the present level of economic activity. 
In the absence of foreign economic aid, serious drought would, there- 
fore, jeopardize the stability of the Yugoslav economy. 


The drought which occurred in the fall of 1953 may have 
important repercussions on Yugoslavia's balance of payments and, 
therefore, on its economic stability. It will not, however, be 
possible to determine the full impact of this drought until the 
spring or summer of 1954. 


B. Significant Adjustments Would Be Required. 


The Yugoslav balance of international payments is expected 
to improve gradually over the next few years. Although there is 
some chance of a balance in Yugoslavia's foreign accounts by 1955- 
56 without aid, there is very little likelihood of such a balance 
in 1954-55, given the level of imports considered essential and 
the level of exports considered likely. 


During the current fiscal year (1953-54), foreign aid ship- 
ments are expected to pay for approximately $75 million of imports , 
or about one-fourth of total planned imports. In fiscal year 1954- 
55, foreign aid is expected to be smaller than in 1953- 5h, but the 
$75 million figure indicates the general order of magnitude of tee 
adjustment involved in a withdrawal of aid. 


1. Increase in Exports Suffieciently Large to Offset 
Withdrawal of Aid Not Probable. 


It is very unlikely that Yugoslavia could increase ex- 
ports in the next year or two by an amount even approaching $75 
million per year. Production of agricultural products cannot be 
increased very much in the short-run, since neither acreages nor 
yields respond rapidly to short-term pressures. Furthermore, even 
if consumption were held at the present very low per-capita levels, 


¥ In 1951, $45 million out of $184 million of total exports. 
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total requirements would still increase steadily because of an average 
increase in population of some 200,000 persons per year. No appreciable 
increasea in exportable agricultural products, therefore, seem feasible. 
Production and availability for export of industrial commodities should 
increase as new facilities come into operation. The International Bank 
for Reconstruction and Development (IBRD) has estimated that by 1955- 
56 industrial production may have risen by 30 percent over the 1951 
level and exports of industrial products, by 29 percent. These esti- 
mates, however, may be optimistic in view of rising domestic require- 
ments. Furthermore, Yugoslav exports are likely to be held down by 

two other factors: (a) the necessity for competing with more efficient 
Western European industries that are already established in world mar- 
kets and (b) the effects of various governmental policies on agri- 
culture, prices, foreign exchange, marketing, and the like, which are 
designed to stimulate the movement of domestic goods into foreign 

trade channels but which do not always prove, on balance, to be effec- 
tive. 


2. Necessity for Reducing Imports. 


If, as appears likely, Yugoslavia finds it difficult or 
impossible to increase total exports substantially within the next 
year or two, the major part of an adjustment to a reduction and 
subsequent withdrawal of aid would have to be made by a reduction 
in imports, an adjustment in its external debt servicing, and/or 
by new loans.*. Cuts in imports would involve one or more of the 
following sectors: 


a. Military Establishment. 


: In recent years the military sector has been given 
priority over all other sectors of the economy in obtaining domestic 
and imported goods. The Yugoslav leaders would hesitate to cut 
military expenditures significantly. Since Yugoslav imports for the 
military sector have accounted for about one-fourth of total imports, 
and any appreciable reduction of imports for the civilian sector of 
the economy would have serious consequences, it is quite probable 
that any substantial reduction in imports would require that some 
savings be made in military imports. 


* Certain service receipts (transport charges, insurance, and others) 
have not been analyzed in detail, but they constitute relatively small 


credits and it is not considered that they will be significant sources 
of additional foreign exchange earnings in the near future. 


-5 - 
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Under present arrangements, the US is furnishing al- 
most all the spares and other supplies needed to support the equip- 
ment sent to Yugoslavia under the Mutual Defense Assistance Program. 
It is likely that these arrangements will continue in effect for 
the next year or two regardless of the level of foreign economic aid. 


It might be possible to effect savings in Yugoslav 
military imports by such actions as stretching out the build-up of 
industries producing war materiel, by postponing purchases of spares 
and replacements, and by reducing the use of equipment in training, 
thus saving fuel and extending the life of this equipment. Such 
economies would, however, tend to undermine major US and Yugoslav 
objectives by impeding the combat readiness of a part of the Yugoslav 
armed forces. US efforts to modernize and strengthen certaitn elements 
of the Yugoslav armed forces would be offset if other elements which 
are not included in the Mutual Defense Assistance Program were allowed 
to deteriorate. 


b. Personal Consumption. 


Significant cuts in imports of raw materials for con- 
sumer goods industries would seriously affect already low per-capita 
consumption levels in Yugoslavia. The government has repeatedly 
promised the population an increase in its standard of living, which 
appears to be no higher and may be even lower than before the war. 
Such an increase would have the very important effect of increasing 
the production incentives of urban and rural populations. An im- 
mediate withdrawal of aid would almost certainly be followed by 
reductions in imports for the consumer goods industries, with un- 
desirable consequences in terms of production incentives and, there-~ 
fore, in total production. 


ec. Investment. 


Progressive reductions in imports for the investment 
program during the next few years are possible, provided the Yugoslav 
government does not embark on any major new investment activity beyond 
the present "key investment program." By 1955-56, when most of the 
projects included in this program are expected to be in operation, it 
appears that a 50 percent reduction (from approximately $100 million 
to $50 million annually) in capital goods imports would be feasible .* 


* Based on IBRD estimates which seem reasonable. 
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The number of economies possible in the next year or two, however, is 
limited by the need to complete these installations in the "key in- 
vestment program" which are almost ready to enter into production, and 
by purchase-contracts for imported capital goods on which down-payments 
have already been made. 


3, Foreign Debt Charges. 


Total Yugoslav external indebtedness* as of the middle of 
1953 is estimated at the equivalent of about $385 million.** ‘The 
heavy burden of charges on this debt -- both principal and interest -- 
adds substantially to the short-term Yugoslav balance of payments 
problem. Contractual principal payments amount to $65 million in 
fiscal year 1953-54, $72 million in fiscal year 1954-55, and $48 mil- 
lion in fiscal year 1955-56. In addition, there are obligations of 


* The term foreign (or external) indebtedness as used in this report 


generelly represents the face value of the loans or credits involved, 
minus the amount of principal repaid. Where applicable, this means 
the total commitment as contrasted with drawings under the commitment. 
This results in some overstatement of "real" indebtedness because of 
the time-lag between the negotiation of some loans and their full 
utilization. An alternative would be to treat indebtedness as the 
amount of loan actually utilized as of a given date, minus the amount 
repaid. This would, in effect, understate total indebtedness because 
nonutilized portions of contracted loans generally represent obliga- 
tions about to become finalized. There are some instances where loan 
commitments are not completely drawn upon, but such instances have 
been extremely limited in postwar Yugoslavia. 

The treatment of debt in this report results in total current 
figures which are about $40 million higher than those usually re- 
ported by the Yugoslav government, which reports on the basis of 
utilized debt. The difference is accounted for primarily by the 
different treatments of the IBRD and German loans, which will almost 
certainly be fully utilized. 

** Information which became available after the substantial comple- 
tion of this report indicates that in addition to the foreign indebted- 
ness considered in the report, approximately $34 million of foreign 
debts has been contracted by Yugoslav enterprises. Of this amount, 

$23 million has beer guaranteed by the Yugoslav National Bank. About 
half of the $23 million is in dollar obligations, but it is not known 
to what countries the debts are owed, or what the payment terms are. 
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approximately $5 million per year to reduce swing credits,* and 
$9 million per year in interest payments. Principal payments are 
presently scheduled to decline to between $25 million and $30 mil- 
lion per year in calendar years 1957 and 1958. 


If the payments on some of the obligations could be re- 
scheduled so as to spread the heaviest payments over a longer period, 
the short-run impact of a withdrawal of foreign economic aid would, 
to that extent, be offset. There is some hope that agreement may be 
reached for rescheduling debt payments to Yugoslavia's two major 
creditors -- Germany and the UK. This would ease Yugoslavia's im- 
mediate balance of payments problem. 


4, New Foreign Loans. 


New foreign loans, if available, would soften the short- 
term impact of a withdrawal of foreign economic aid, even though they 
would have to be repaid at maturity and serviced in the interim. It 
is important to point out, however, that the Yugoslav government in 
connection with its borrowings from the IBRD agreed to a $380 million 
"ceiling" on total medium- and long-term indebtedness.** The IBRD 
considers that the present level of indebtedness has reached this 
ceiling. Under the present understanding with the IBRD, therefore, 
additional medium- and long-term loans can be incurred only as the 
present level of indebtedness is reduced by repayments of existing 
debt. For this and other reasons,*** it is difficult to estimate 
the volume of loans that Yugoslavia might obtain in the next 2 years, 
but if loans were negotiated even in considerably smaller volume than 
those obtained in recent years,**** they would be of significant help 
in covering Yugoslavia's foreign exchange requirements during the 
coming 2-years .*#*K* 


* ‘It is assumed that beginning with January 1954, swing credits 
will be reduced by $5 million per year. This assumption is based on 
the following two factors: (a) it is known that the Yugoslavs would 
like to keep the deficits in their swing credits at their present 
levels; and (b) some of Yugoslavia's creditors have made it clear that 
they will apply pressures to have the deficits in their clearing 
accounts reduced. By balancing these factors, a gradual average reduc- 
tion of $5 million a year was arrived at. 

** See p.. 56. 
*Rk See p. 30, 
**** An average of approximately $40 million each half year beginning 
in 1951. . 
HHEKE See footnote, p. l. 
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5. Private Capital Movements. 


Private capital movements from abroad -- largely charitable 
contributions -- amounted to from $20 million to $30 million each year 
from 1947 to 1952. Their future level cannot be predicted; but, if 
they continue at roughly the level of recent years, they will con- 
tribute an important credit to the balance of payments. If they should 
decline, this will -- to that extent -- reduce balance of payments 
receipts. : 


6. Credit Control and Inventories. 


During 1953 an expansion of short-term bank credit to 
enterprises by 15 percent facilitated an apparent expansion of inven- 
tories by about 25 percent, significantly greater than the expansion 
in industrial and business activity in that year. This conclusion 
is based on a study of credit statistics, since data on over-all 
inventories are not published. The increase in inventories -- not- 
withstanding low stocks of raw materials including imported goods, 
to which the Yugoslav authorities have pointed with some ala -- 
presumably reflects (a) accumulations of finished goods which cannot 
be sold because their quality is low relative tc their price; (b) ac- 
cumuations of goods in process, reflecting inefficiencies in the 
administration of Yugoslav enterprises; and, perhaps, (c) increased 
purchases of agricultural products from peasants following the good 
harvest of 1953. 


The expansion of inventories had adverse effects upon the 
balance of payments. Goods made of imported materials, as well as 
exportable goods,were held in inventories (as goods in process) instead 
of being made available to domestic consumers, or exported, To this 
extent there has been overimporting and underexporting. Thus enforce- 
ment of credit controls to limit inventories would aid in restoring 
Yugoslav external balance. 


III. Background and Analysis. 
A. Foreign Economic Aid. 
An appreciable reduction in foreign economic assistance to 
Yugoslavia in fiscal year 1954-55 and the possibility of no further 


economic aid after that year are likely, given present and prospec- 
tive US foreign aid policies. In examining the effects of the 
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reduction and eventual withdrawal of economic aid on the Yugoslav econ- 
omy, it is useful to review the situation in Yugoslavia when aid was 
initiated in late 1950, the volume of aid up to the present time, and 
the contribution which this aid has made to Yugoslav economic stability. 


Following the break with the Soviet Bloc in 1948, Yugoslavia 
was faced with a growing economic crisis which was hastened by the 
serious drought in 1950. This crisis resulted largely from the pur- 
suit of two major goals of Yugoslav policy. These were (1) the build- 
ing up of a defense establishment capable of deterring the Soviet and 
Satellite states from aggression and (2) the earrying through of an 
investment program intended to establish the economic and political 
independence of Yugoslavia. In the period between the break with the 
USSR and the receipt of grant aid from the West, which began to appear 
in actual shipments in early 1951, the Yugoslav government maintained 
the strength of its already large armed forces, although it was unable 
to improve its equipment and materiel. 


In order to maintain its armed forces and continue the invest- 
ments of the Five Year Plan (originally 1947-51), the government at- 
tempted to meet import needs by increasing exports to the highest 
possible level. The difficulties encountered in finding sufficient 
export surpluses and developing new export markets necessitated fur- 
ther measures: gold and foreign exchange reserves were drawn down 
from $59 million in the middle of 1948 to $17.5 million at the begin- 
ning of 1950, and trade-agreement swing credits were utilized to the 
limit and even exceeded, becoming, in effect, long-term credits 
amounting to $54 million at the end of 1950, In addition, the govern- 
ment obtained credits from foreign governments and nongovernmental 
banks equal to almost $200 ‘million by the end of 1950. Some of these 
credits were granted by Western European countries eager to gain ex- 
port markets for their reviving heavy industries. These measures 
permitted the Yugoslavs to make down-payments for capital goods in- 
volving long-term contracts and immediate payments for raw materials 
and for certain types of finished capital goods. 


Thus, plans and specific long-term preparations involving com- 
mitments of funds abroad in the form of contracts and initial financing, 
were made -- with reference both to defense and to investment -- before 
US drought-relief and, subsequently, tripartite economic aid were 
initiated. As a result of the actual preparations associated with this 
long-term planning, two major sectors of the economy -- defense and 
investment -- had already assumed large and somewhat rigid proportions 


0c 
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before this aid began, thus limiting the influence the tripartite 
powers were able to exert on the Yugoslav economy, directly or in- 
directly, through their aid. 


1. Volume and Importance of Aid. 


Large-scale grant aid to Yugoslavia by the West began when 
Yugoslavia, struggling to reorient its trade as a result of the Soviet 
Bloc blockade, experienced a serious drought in the summer of 1950. 
Yugoslavia turned to the West for help. This help was extended for 
the primary purpose of helping to maintain an economy which would be 
capable of withstanding Soviet pressures. The US granted about $65 
million of Emergency Relief Assistance, and US voluntary relief 
organizations distributed about $25 million of US Government surplus 
food stocks. Most of this aid was delivered to Yugoslavia in the 
first half of 1951. 


During the first months of 1951 it became evident that 
the Yugoslav economy had reached’a critical stage in respect to raw 
materials, and the US Government extended $29 million of aid from 
MDAP funds for the purchase of raw materials. In the late spring 
of 1951, the US, the UK, and France met in London to study Yugoslavia's 
over-all economic situation and to determine how they might best pro- 
mote their common interests in Yugoslavia. 


The most important reason for the granting of economic 
aid to Yugoslavia by the West was to assure the country's viability 
and its independence. This aid was extended to Yugoslavia to meet 
pressing current needs rather than to support long-term projects. 
As a result of this conference the tripartite aid program was initiated 
by the three governments, which accepted responsibility for providing 
grant aid to finance Yugoslavia's balance of payments deficit up toa 
maximum of $125 million for the fiscal year 1 July 1951 through 30 June 
1952. Aid amounting to $120 million was finally authorized, with the 
US furnishing 65 percent, the UK 23 percent, and France 12 seneent of 
the total. 


Table 1* shows the amounts of foreign economic aid granted 
to Yugoslavia from the 1950 drought to the present time, with a projec- 
tion of probable aid through the fiscal year 1953-54, as well as the 
actual shipments of aid-financed goods in each of these years. In 


* Table I follows on p. 12. 
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accordance with the purposes of the program, goods purchased with 
tripartite aid have consisted primarily of raw materials. Textile 
raw materials have accounted for between 33 and LO percent of the 
total shipments to date, coke for 10 percent, crude rubber and hides 
combined for 7 to 10 percent. In the fiscal year 1952-53, because 
of the drought emergency, large amounts of grain were included in 
the aid. 


Table 2* indicates the relative importance of grant-aid 
shipments by comparing these shipments, in turn, with estimated total 
Yugoslav availabilities (from internal sources plus net imports of 
goods and services), per-capita consumption, total imports, the 
balance of trade and services, and capital goods imports. Even 
though tripartite aid shipments have amounted to no more than 3.9 
percent of total availabilities in any given year, their real sig- 
nificance becomes evident when it is seen that they accounted for 
a third or more of total imports during the period in question. 
Thus, without foreign aid, many essential commodities could not have 
been imported. 


Compared to the deficit in the net balance of trade and 
services, foreign aid shipments ranged from about two-thirds to one 
and a half times this deficit. 


In determining the importance of Western aid to Yugo- 
slavia, account should also be taken of loans and credits and of 
military aid, even though shipments under the latter category do 
not enter into commercial channels. 


Although foreign economic aid has been used primarily to 
finance imports for current consumption rather than directly for 
capital goods, it is worth noting that foreign aid shipments have 
been greater than capital goods imports in each year that aid has 
been extended. This indicates that foreign grant aid, in conjunction 
with foreign loans, has indirectly permitted Yugoslavia to pursue its 
investment program. 


Even more impressive indications of the importance of 
economic aid to Yugoslavia than the statistics in Table 2 might 


suggest are certain other results which are less susceptible to 
precise measurement. Omitting from this report consideration of the 


* Table 2 follows on p. 15. 
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political effects of economic aid, the major results of aid during the 
past 3 years appear to have been as follows: maintenance of the defense 
establishment; avoidance of famines which might have resulted from 
droughts; effects on the government's agricultural program; facilita- 
tion of foreign loans; and effects on general economic policies of 

the government (the so-called "New Economic System"). 


The maintenance of an effective defense establishment as 
a deterrent to Soviet Bloc attack was a major consequence of economic 
aid. Although the Mutual Defense Assistance Program provided direct 
support for the Yugoslav armed forces, economic aid contributed to the 
general economic stability which is essential for the strength of any 
military establishment. It is not easy to demonstrate statistically 
the direct effect which economic aid has had on Yugoslav defense capa- 
bilities. It is clear, however, that Yugoslavia, handicapped by a 
lower per-capita consumption than any other country in Western Europe , 
was enabled to continue supporting a military establishment which is 
among the largest in non-Soviet Europe, despite the adverse effects of 
the break with the Soviet Bloc on the Yugoslav pattern of trade, and 
despite two major droughts. The Yugoslav armed forces utilized a 
larger part of the country's national product -- over 15 percent from 
1951 to. 1953* -- than has been utilized in the defense effort of any 
other Western country. Furthermore during the period of economic . 
‘aid, the Yugoslav economy has been able to undertake the construction 
of plants for producing a large part of the basic military materiel 
(excluding heavy equipment) necessary to maintain its own forces. 
Some of these plants are already in operation. 


Another important consequence of the granting of economic 
aid to Yugoslavia has been the avoidance of famine or near-famine 
conditions following the 1950 and 1952 droughts. Aside from humani- 
tarian considerations, it was essential to prevent the economic dis- 
organization and the political and social unrest which would have 
followed a drastic, forced cut in food consumption. It is not pos- 
sible to assess precisely what the effect of the 1950 drought might 
have been had it not been followed by US food aid and tripartite 
economic aid. It appears, however, that this aid actually spelled 
the difference between widespread hunger and the relative social and 
political stability which actually prevailed. The American observers 
in Yugoslavia during 1950-51 reported that, to the best of their 
knowledge, the distribution of US relief was well organized, and that 


¥ See Table 15, p. 58. 
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not a single case of starvation came to their attention. From the 
standpoint of economic and political stability the threat of the 1952 
drought was not quite as serious. Food and animal fodder from the 
previous year's good harvest and supplies of consumer goods in excess 
of consumer demands were in shops and warehouses -- in marked contrast 
to the situation prevailing at the time of the 1950 drought. These 
features in themselves evidence that increase in economic and political 
stability which differentiated the later from the earlier period of 
drought. 


A connection can be traced between economic aid and the 
government's agricultural policy, but it is not possible to determine 
precisely what this policy might have been in the absence of aid. The 
two droughts brought the continually worsening agricultural problem 
to the forefront, and the government was forced to alter its policy of 
promoting collectives at any cost.* Actually, economic aid may have 
been instrumental in permitting the Yugoslav government to postpone 
pressing agricultural reforms, since the foodstuffs received under 
the aid program lessened considerably the dependence of the government 
on the private agricultural sector and permitted it to feed the cities 
and maintain nonfood imports with other resources of its own. On the 
other hand, in the absence of food and tripartite aid the government 
might have tried to solve its problem by even more severe measures 
against the peasants in its efforts to control the country's limited 
agricultural supplies. This aid enabled the government to abolish 
forced collections of agricultural products and to initiate reforms 
of the price system. On balance, it would seem that the aid may have 
delayed the eventual abolishment of certain unproductive collective 
farms, but it has given the government a chance to review its agrarian 
policies and to lay plans for elimination of the most glaring inade- 
quacies. 


A significant byproduct of the economic aid program, of 
the three US credits made available through the Export-Import Bank 
in 1949-50, and of the UK credits in 1950-51 has been the encourage - 
ment to other investors to lend money to Yugoslawia. 


* <A recent report indicates that at the end of 1953 there were only 
1,258 collective farms in Yugoslavia as compared with close to 7,000 

in 1951. The decrease was in part the result of a 1953 decree permitting 
dissolution of collectives. The number of collective farms, however, 

had actually begun to diminish before the promulgation of this decree. 
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The extension of tripartite aid and the postponement of 
the Yugoslav debt payments to the tripartite powers were important 
considerations in the decision by the IBRD to extend loans to Yugo- 
-slavia. It also seems probable that Yugoslavia would have found it 
more difficult to obtain short-term credits from the Chase National 
Bank of New York, Turkey, and Canada for grain imports following the 
1952 drought if it had not already been the recipient of economic aid 
in support of basic economic stability. 


Finally, a more intangible and less measurable benefit of 
economic aid has been its effect on the general economic policies of 
the Yugoslav government. The current trend in Yugoslav economic and 
political thinking had already started before the drought of the sum- 
mer of 1950, well before tripartite aid was extended. Economic aid, 
however, assisted in the implementation of the "New Economic System" 
by assuring the government of relative economic stability during this 
trying period. The basic reason for the introduction of the "New 
‘ Economic System" appears to have been a realization on the part of 
Yugoslav leaders that the existing Soviet-style system had not proved 
successful and that a substitute was called for. The "New Economic 
System" involved the creation of new economic incentives in industry 
and agriculture in an attempt to improve productive efficiency, with- 
out abandoning fundamental state control of the economy. Greater 
reliance was placed upon market mechanisms, taxation, credit policies, 
and on "indirect controls" rather than on comprehensive centralized 
controls. Greater latitude was given to individual enterprises with 
respect to such matters as prices, wage payments, and marketing out- 
lets. The propaganda value of the "liberalizing" features of the 
system was also a useful byproduct. As in the case of the agrarian 
policies mentioned above, it is difficult to determine what course 
the Yugoslav government might have followed in the absence of economic 
aid, but the possibility cannot be excluded that it might have been 
forced to make even greater concessions to the population in order to 
stimulate production and deliveries. 


2. Future Aid Levels. 


Discussions on the level of economic aid to be extended to 
Yugoslavia during the fiscal year 1953-54 began in Belgrade at the third 
tripartite conference, which completed its study of Yugoslav require- 
ments in April 1953. This conference estimated that Yugoslavia's balance 
of payments would require external financing of $89 million in order to 
support the economy at a level of consumption consistent with the eco- 
nomic-military objectives of the assistance program. 
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The conference's view was that this deficit, which was 
$8 million below Yugoslav estimates, should be financed by grant 
assistance of $14 million from the British and French Governments plus 
$75 million from the US. At a later date the US Government decided 
to cut its share to $45 million because of over-all limitations of 
funds available for aid to all countries. In June 1953, however, 
additional US aid amounting to $15 million was made available to Yugo- 
slavia from remaining 1952-53 funds, bringing the total US new allot- 
ments during fiscal year 1952-53 to $122 million, so that the carry- 
over pipeline on 30 June 1953 was considerably larger than had been 
envisaged earlier. The drawing down of this pipeline in fiscal year 
1953-54 will boost the available aid to an amount approaching the 
original estimates of need (that is, to about $75 million of the 
$89 million proposed). 


There is, as yet, no final decision regarding economic 
aid to Yugoslavia after the fiscal year 1953-54. At the present 
juncture, the US is proposing a continuation of the tripartite aid 
program beyond fiscal year 1953-54, when the three governments had 
originally estimated that the Yugoslav economy would be viable. The 
US hopes that the UK and France will continue to extend grant aid, at 
levels slightly below fiscal year 1953-54. US agencies responsible 
for aid recommendations are proposing the appropriation of $35 million 
by the US as its share of tripartite economic aid for Yugoslavia in 
fiscal year 1954-55. 


B. Foreign Indebtedness and Servicing Burden.* 


The necessity for servicing Yugoslavia's foreign indebtedness, 
totaling about $385 million as of 1 July 1953, imposes a serious 
obstacle to the balancing of Yugoslavia's foreign economic accounts 
in the near future. The planned reduction in economic aid, coinciding 
with the peak demands for principal payments on the basis of present 
contractual arrangements will place heavy demands on the Yugoslav 
economy over the next 3 years. 


1. Composition of the Foreign Debt. 


The total of Yugoslav foreign indebtedness is estimated at 
the equivalent of $385 million (excluding the prewar public debts**) as 


* Section B is classified CONFIDENTIAL 
** Agreement on the total amount of these debts has not yet been 
reached between the Yugoslavs and the creditors. 
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of 1 July 1953, a $25 million increase over 1 January 1953.* The 
major portion of this, amounting to $250 million, consists of long- 
term and medium-term credits. Also outstanding are $22 million of 
short-term credits extended during the 1952 drought, $30 million of 
revolving or secured credits, $40 million of swing credits under 
trade agreements, and $45 million of debts for nationalized proper- 
ties .** 


About two-thirds of the total indebtedness is owed to 
four major creditors -- the UK, the Federal Republic of (Western) 
Germany, the US, and the IBRD -- each of which accounts for more 
than 15 percent of the total debt. The remaining third is divided 
among more than 20 other creditors, some of which have extended only 
very small credits. The combined debt to Denmark, the Netherlands, 
Norway, and Sweden, for example, totaled less than $3 million on 
1 July 1953. 


'@. Inecurrence of the Debt Over Time. 


The greater part of the debt for nationalized properties 
and of the revolving or secured credits was incurred before 1950.*** 
Various agreements were signed in 1950 and 1951 regarding payments | 
on the prewar public debt, but the total amounts agreed upon are not 
known. Other loans and credits have been dncurred up to the present 
time. The equivalent of $50 million was obtained by Yugoslavia 
before 1950, and an average of $40 million equivalent each half year 
thereafter, Most of the credits, involving the largest increase in 
indebtedness ($88 million), were obtained during the second half of 
1950, following that year’s drought. On the other hand, the smallest 
increase in this type of indebtedness ($12 million) occurred in the 
first half of 1952, following the good harvest of 1951. 


These loans and credits were obtained, in general, for 
two purposes: 


a. Certain short-term credits in the fiscal years 
1950-51 and 1952-53 were to finance imports of food requirements 
resulting from the droughts in these years. 


* See Tables 3, 4, and 5, pp. 22, 23, and 2k. 


** See Table 4, p. 23. 
*** See Table 6, p. 25. 
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b. Credits of all types (long- , medium- » and short- 
term and revolving and secured) were obtained to finance imports of 
capital goods and raw materials for Yugoslav industry. 


3. Debt Ceiling of $380 Million Agreed to with the IBRD. 


In its October 1951 report on the creditworthiness of Yugo- 
Slavia,* the IBRD estimated that Yugoslav total indebtedness (excluding 
prewar public debts and swing credits) equaled approximately $180 
million as of September 1950. At that time the IBRD's management 
recommended that Yugoslav borrowings in the next few years be limited 
to an additional $200 million, thus proposing a "ceiling" of $380 
million on Yugoslav foreign indebtedness. This limit, which was con- 
curred in by the Yugoslavs, was arrived at by estimating that Yugo- 
slavia would be able to meet debt-servicing payments (in all currencies) 
of about $30 million annually, which amount would service a total debt 
of about $380 million on a long-term basis (20 to 25-year maturity) 
at an average interest cost of 41/2 percent, plus certain repayments 
on prewar public debts. The IBRD considers the $380 million ceiling 
to have been reached by the end of 1953.** 


It should be noted in passing that the Bank's calculations 
do not appear realistic in these respects: 


a. According to present contractual arrangements, 
over two-thirds of ,the Yugoslav debt is to be amortized by the end 
of 1958. None of the credits except for those from the IBRD have a 
maturity of more than 10 years, so the calculation in terms of an 
average 20 to 25 year maturity is not realistic. 


b. Swing credits, not included within debts covered 
by the ceiling, amounted to about $40 million on 1 July 1953. They 
are expected to be repaid at a rate of approximately $5 million per 
year, thus utilizing export earnings which otherwise might be used to 
service loans and credits included within the ceiling. 

4. Debt-Servicing Requirements. 


The total amount of Yugoslav external debt is within its 
capabilities to service, as estimated by the IBRD, but much of’ it is 


* IBRD, "Report on the Econemy and Creditworthiness of Yugoslavia,” 
1 October 1951. 
we See Section Ir, B, 4,.p, 8. 
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in short- and medium-term debts which call for substantial principal 
payments in the next 3 years. During the fiscal years 1953-54, 1954- 
55, and 1955-56, contractual principal payments amount to $185 million. 
Even if payments on the emergency wheat credits resulting from the 
1952 drought are excluded,* there still remain about $163 million or 
an average of $54 million a year to pay before July 1956 wmless some 
of these principal payments are rescheduled.** 


During the same period, contractual interest payments 
will amount to about $27 million. Thus a total of about $63 mil- 
lion a year (exeluding consideration of the wheat credits) is scheduled 
to be paid in the next 3 years, or twice the amount estimated by the 
IBRD as within Yugoslavia's ordinary capacity to allot to debt servic- 
ing charges. To this should be added an estimated average of $5 mil- 
lion a year for expected swing reductions during the period. If no 
new loans are obtained, however, the contractual debt payments will 
taper off sharply after the next 3 years, with only $21 million of 
principal payments remaining for calendar year 1957 and $17 million 
for calendar year 1958, plus $8 million of interest charges for 1957 
and $7 million for 1958.*** 


In each year since 1948, Yugoslavia has received more in 
new loans than it has needed to service existing loans, the only excep- 
tion being the fiscal year 1951-52, when a good harvest permitted a 
slight reduction in total outstanding debt. In each year, furthermore, 
Yugoslavia has been the recipient of foreign aid in an amount consider- 
ably greater than debt-servicing requirements. This ts not to say that 
tripartite aid was granted to Yugoslavia for the purpose of servicing 
its foreign debt, but the receipt of this aid did facilitate the meet- 
ing of debt obligations. 


5. Possibilities of Postponing Debt Payments, 


In the case of three minor debts, Yugoslavia has been 
able to negotiate postponements of debt-servicing payments. Pay- 
ments on the debt to Sweden for nationalized properties, which were 
due at the end of 1952 and in the middle of 1953, were postponed for 
l year. The $6-million Swiss equipment credit, originally due 30 Sep- 
temper 1953, was rescheduled for payment in 10 semiannual installments 


* See Table 13, p. 48. 


** See Table 7, p. 28. 
*k* See Table 13, p. 48. 
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Table 7 


Total Yugoslav Debt Service Requirements a/ 
January 1951 - July 1956 


Million US $ 
Fiscal Fiscal Fiscal Fiscal Fiscal 
Actual Year Year Year Year Year 


eR 


Contractual Principal 


Payments 26.78 41.12 20.50 64.76 72.47 47.72 
Swing Reduction 23.65 26.08 11.86 8.00 b/ 5.00 b/ 5.00 b/ 
Subtotal 50.43 67.20 32.46 72.76 77-47 52,72 

Interest Payments 4.26 4.10 5.60 8.60 9.00 9.00 


Total Debt Service 
Requirements 54.69 71.30 38.06 81.36 86.47 61.72 


a. Figures derived from the Appendix, Table 13, pp. 48-54, 
b. Estimated. 


beginning 31 May 1954, and approximately $4.8 million of payments on 
the French military credit due in the period April 1953 to October 
1954 were deferred until the period April 1956 to October 1957. 


Although these postponements have improved Yugoslavia's 
international financial situation somewhat, no substantial ameliora- 
tion of the problem of servicing debts during the next few years is 
likely without substantial adjustments in the West German and UK 
loans, each of which accounts for about 17 percent of total Yugoslav 
foreign indebtedness. According to present contractual arrangements, 
Germany is to be repaid $45 million of principal over the next 3 
years* (not including swing reductions) and the UK, $39 million (not 


* Tt is not known whether a recent addition of $16 million to the 


German debt (see p. 29, below) will increase principal payments in 
the next 3 years. 
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including nationalized property payments). Since ths total amount of 
scheduled principal payments (excluding swing reductions and nationa- 
lized property payments) in those years amounts to $161 million, West 
Germany and the UK together account for just about half of the total. 
The other major creditors, the US and the IBRD, represent approximately 
the same proportion of outstanding Yugoslav indebtedness as West 
Germany and the UK, but the terms of these loans are relatively long 
and only $6.5 million of principal must be repaid on them during the 
next 3 years. They represent no major problem in terms of immediate 


burden. 


The UK recently made an offer to Yugoslavia that could 
ease somewhat the existing burden of debt servicing. The UK proposed 
that if the Yugoslavs pay off the revolving credits due the Midland 
and Westminster Banks in London as they come due in the fiscal year 
1953-54, the UK would raise the ceiling of guarantees to exporters by 
an equivalent amount and would accept postponement until 1956 of the 
$2.8 million payment due on 30 June 1954 on the E8 million credit. 
The UK is also prepared to postpone other payments on the £8-million, 
L3-million, b2-million, and bi-million medium-term loans, pro- 
vided the Yugoslavs obtain approximately equivalent concessions 
from its other creditors, the most important of which is West Ger- 
many. Thus the negotiations with Germany assumed particular im- 
portance. Not only do present schedules provide for greater pay- 
ments to Germany than to any other creditor, but also the UK and other 
ereditors are unwilling to agree to fundamental changes in their pay- 
ment schedules unless Germany first revises its schedules. 


The basic issue in the Yugoslav-German debt negotiations 
is Yugoslavia's request to reschedule over a longer period of time 
payments on the medium-term debt of almost $60 million ($41.2 million 
outstanding as of 1 July 1953 plus an additional $16 million for equip- 
ment recently ordered from Germany). These negotiations were lengthy 
and complicated, and at first no solution appeared likely in the then 
unsettled German political situation. The chances for a successful 
conclusion of these negotiations increased greatly after Chancellor 
Adenauer's victory at the polls in September 1953. The German govern- 
ment has repeatedly assured the US Government that it would do every- 
thing possible to come to a satisfactory agreement with Yugoslavia, 
but German government agencies have heretofore been unwilling or unable 
to arrange for the funding of the debt, and referred the Yugoslavs in 
the summer of 1953 to a private German bank, the Rheinische Girozentrale 
in Dusseldorf. The arrangements with this bank might have been 
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satisfactory except for an interest rate of 8 percent plus a fee of 
2 percent, which the bank demanded and which the Yugoslavs considered 
excessive. 


In view of past assurances by the German government, and 
current pressures being brought to bear by German exporters interested 
in Yugoslavia as a market for their products, it appears likely that 
some arrangement will be reached for postponing debt payments. This 
would remove one of the primary obstacles in the way of agreements 
with other creditors and would be an important step toward adjusting 
the schedule of Yugoslavia's debt-servicing charges to its short-run 
ability to pay. 


6. New Foreign Loans. 


The discussion thus far has been based on the assumption 
that no net additional loans or credits would be obtained by the Yugo- 
slav government. The question of new loans will now be considered. 


There are a number of factors limiting further loans to 
Yugoslavia. First, there is the realization by the Yugoslav govern- 
ment that any net additional loans would increase the already great 
burden of debt-servicing charges. The government has shown its aware- 
ness of this danger by its regulations controlling the expansion of 
foreign borrowing on the part of industrial and business enterprises. 
On the other hand, the desire of the Yugoslav leaders to further indus- 
trialize their country -- as exemplified by a recent reference to new 
key investment projects after present ones are completed -- provides 
a motive for increased foreign borrowing. 


The second factor is the commitment under present loan 
agreements with the IBRD that Yugoslavia shall "notify the Bank promptly 
of the particular proposal [to incur any additional external debt/ 
and, before the proposed action is taken, shall afford to the Bank all 
opportunity which is reasonably practicable in the circumstances to 
exchange views with the borrower with respect thereto. ...” There 
are two exceptions to this requirement. The Yugoslav government is 
not required to consult the IBRD if the additional debt results from 
the utilization of a then existing credit, or if it is a short-term 
obligation, repayment of which is to be completed within one year. 
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The commitment to consult the IBRD is, of course, tied 
elosely to the $380 million debt ceiling discussed above. Since the 
new credits contracted in the second half of 1953 apparently bring 
total Yugoslav indebtedness to or above the $380 million mark, the 
understanding with the IBRD has become 4 limiting factor.* 


The third factor is the commitment by Yugoslavia -- under 
an Exchange of Notes of 11 October 1952 on the subject of tripartite 
aid -- to "exchange views" with the US, the UK, and France whenever 
the occasion arises for new loans from sources other than the IBRD. 
Actually this requirement was not strictly enforced during the fiscal 
year 1952-53. The tripartite draft note covering aid in 1953-54 pro- 
posed that Yugoslavia report to the tripartite powers quarterly on 
the status of unpaid balances of investment and commercial debts (as 
well as credits under negotiation) owed by governmental units and. 
state enterprises. 


Despite these factors, it appears likely that Yugoslavia 
will attempt to secure further credits from foreign governments and 
nongovernmental sources. In the past few months, for example, three 
new loans were negotiated: $16 million was added to Yugoslav indebted- 
ness to West Germany; a $28 million contract was negotiated with French 
and Belgian banks for the development of the Majdanpek copper project 
and a cellulose-pulp plant; and a $14 million contract was negotiated 
with a US firm and the Japanese Export-Import Bank for a viscose plant. 


The viscose plant was definitely not a "key" project, and 
part of the equipment that will be covered by the $16 million credit 
from Germany also appears to be outside the planned "key investment 
program." According to the IBRD, many of the projects which are to 
use this equipment from Germany are not of high. priority and could 
easily have been postponed. The Yugoslav government continued to 
insist, however, that all this equipment was essential. 


It is difficult to estimate the volume of additional Loans 
which Yugoslavia may attempt to obtain. This will depend on many 
factors including the government's decisions with respect to the in- 
vestment program, the military-preparedness program, and the level of 
private consumption; the country's ability to increase agricultural 
and other exports; and the success of efforts to postpone debt-servicing 
charges coming due in the near future. In addition, of course, the 
granting of any additional loans would require that creditors be willing 
to extend them. 


* See Section III, B, 3, p. 26. 
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The "burden" imposed by new loans depends in large part 
on the uses of which their proceeds are put, and on their repayment 
and interest terms. A new long-term loan might be used to reduce 
the immediate burden of debt servicing if the proceeds were used to 
repay (refund) existing shorter term and/or higher interest loans. 
Unfortunately, future increases in Yugoslav foreign indebtedness 
are more likely to be associated with the desire for additional 
industrialization or for emergency short-term eredits, than for a 
sound rescheduling of existing obligations. 


C. The Level of Personal Consumption.* 


The limited resources available for personal consumption 
is a significant factor affecting Yugoslav viability. The level of 
personal consumption in Yugoslavia currently amounts to only slightly 
more than $100 per capita per year. Per-capita gross national product 
and personal consumption data for Yugoslavia, for certain NATO coun- 
tries, and for West Germany for 1951-52 and 1952-53 are indicated in 
Table 8.** An examination of the table indicates that both GNP and per- 
capita consumption in Yugoslavia are very low. The low living standards 
indicated by these data suggest that there is limited "compressibility" 
which might be drawn upon to improve the Yugoslav balance of payments. 


In the postwar period, a very large portion of the limited 
available resources were devoted to the industrial investment and 
military programs. The relative drains on total resources of the 
investment program and of government services, with comparable data 
for selected other countries, are indicated in Table 9.*** 


D. The Balance of International Payments. 
1. Introduction. 


Foreign economic assistance, as stated earlier, was pro- 
vided in order to enable Yugoslavia to finance a larger volume of 
imports than would otherwise have been possible. These imports were 


* “Section C is classified CONFIDENTIAL. 

** Table 8 follows on p. 33. Because of the statistical problems 
involved, comparisons of GNP and personal consumption data must be 
used with 2a great deal of caution. The data indicated are not to be 
interpreted in any precise manner, but they are valid for purposes of 
indicating general orders of magnitude. 

*** Table 9 follows on p. 34. 
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Table 8* 


Per-Capita Gross National Product 
and Personal Consumption in Selected Countries a,/ 


1951-53 
| 1951-52 _uUS $ 
1951-52 saat 1952-53 
Per-Capita Per-Capita Per-Capita Per-Capita 
GNP Personal Consumption GNP Personal Consumption 
Yugoslavia 227 113 198 100 
Germany 
(Federal 
Republic) 594 338 630 367 
Greece 290 223 298 228 
Italy 340 238 349 243 
- Netherlands 565 338 577 3h2 
Norway 835 527 850 S47 
Portugal 163 125 163 121 
Turkey 191 lho. 204 147 


a. Foreign Operations Administration. 


considered essential for the purpose of maintaining and promoting Yugo- 
slavia's economic and political viability. Yugoslav ability to continue 
financing essential imports is dependent on future developments as they 
will be manifested in its balance of payments. A reasonable projection 
of the balance of payments will, therefore, throw light upon Yugoslavia's 
probable ability to continue to obtain essential imports and, there- 
fore, to adjust to a curtailment and subsequent withdrawal of foreign 
economic assistance. This assistance has been an important means of 
financing imports during the period since 1950. 


The Yugoslav internal economic situation on the one hand 
and its balance of payments position on the other, as has been indicated 
previously, interact upon each other. A shortage of foreign exchange, 
for example, has limited imports of raw materials for industry. .The 
delay in completing the key investment program installations has limited 
increases in industrial output which could either add to exports or 


* Table 8 is classified CONFIDENTIAL. 
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displace imports. The unavailability of adequate consumer goods as 
incentives for the peasants was one of the important contributing 
causes to the limited availabilities of agricultural commodities for 
export. 


A difficult balance of payments situation developed because 
of the limited quantities of exportable supplies on the one hand and 
the import requirements for the investment program, the military estab- 
lishment, industry, and for foodstuffs to replace crops lost by drought 
on the other .* 


Table 1O** summarizes the Yugoslav balance of payments 
during the postwar period. It is to be noted that the item "net 
balance of trade and services," or the balance on current account, 
has been negative throughout the postwar period, indicating an 
excess of imports over exports in every year of the period. Before 
the war, this item was usually positive, with total exports (visible 
and invisible) exceeding total imports by an average of approximately 
$20 million annually. 


A deficit in the balance of trade and services mst be 
paid for in some manner -- by the use of foreign exchange or gold 
holdings, by capital imports, or by grant assistance. The extent 
to which each of these means has been used to cover the deficits in 
the postwar period is shown in Tables 10 and 18,*** below. In balance 
of payments terms, the task facing Yugoslavia is to eliminate the 
deficit in its balance of trade and services, and to achieve a suf- 
ficiently large surplus on current account to cover capital account 


payments. 
2. Projection of Yugoslav Balance of Payments in 1955-56. 
EE eee a ements in 4992-90 


A preview of the Yugoslav balance of payments position 
during the fiscal year 1955-56 is facilitated by a fairly recent, 
independent study on this subject which was prepared by the IBRD. 
This study was made for the purpose of determining the advisability 


* For statistical data on Yugoslav foreign trade, see the Appendix, 
Tables 19-25, pp. 71-77. 

** ‘Table 10 follows on p. 37. 
*** Table 10 follows on p. 37; Table 18, p. 69. 
**x* IBRD, "Economic Developments and Creditworthiness of Yugoslavia," 
30 January 1953. U. (Report marked Restricted= Not for Publication. ) 
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and effects of a then proposed IBRD loan to Yugoslavia, with particular 
reference to the Yugoslav ability to service this loan, given its other 
foreign obligations. The study includes a projected Yugoslav balance 
of payments for fiscal year 1955-56. In order to arrive at any such 
projection, it is necessary to make a number of basic assumptions as 

to "required" imports, probable exports, and probable price movements. 
These, in turn, are based on further assumptions regarding technical 
factors in industry and agriculture, weather conditions, domestic 
output, world price movements, and other relevant factors. The IBRD 
assumptions in general seem reasonable, although perhaps somewhat on 
the optimistic side. It is evident, however, that any conclusions 
based on these assumptions must be tentative in nature since they may 
turn out in some measure to be invalid.* 


: The significant summary data in the IBRD projection of 
the Yugoslav balance of payments for 1955-56 and comparable data for 
earlier years are presented in Table 11.** 


It will be noted that the IBRD projection indicates a 
very substantial improvement in the Yugoslav trade balance in 1955- 56 
as compared to earlier years. As a matter of fact, the 1955- 56 pro- 
jection indicates a positive balance in the current account of 30 to 
35 million dollars equivalent which would be available for debt- 
servicing payments. Thus on the assumption that the Yugoslavs will 
pe able to negotiate a schedule of debt-servicing charges within this 
amount, this implies that by 1955- 56 Yugoslavia will have achieved 
a position in which it is able to finance essential imports from its 
own resources without requiring external assistance. 


* The US Embassy, Belgrade, has recently completed a study of the 
Yugoslav investment program and its probable effects on the Yugoslav 
balance of payments. Unfortunately, the Embassy study was not avail- 
able in Washington when this report was being written. Based on a 
cursory examination of the study, it appears that its conclusions 
differ somewhat from those of the IBRD study. The Embassy study 
indicates that improvement in the balance of payments resulting from 
the completion of the key investment program may be less than was 
expected by the IBRD. A major difference between the two studies 
is the consideration of the textile industry in the Embassy, but 
not in the IBRD study. 

**¥ Table 11 follows “1 p. 39. 
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Table 11 


Yugoslav. Balance of Payments, IBRD Estimates for 1955-56, 
and Comparable Data for 1951-54 a/ 


Million US $ 


1951-52 1952-53 1953-54 1955-56 


Exports 264 183 237 250 
Imports 361 408 330 230 
Trade Balance -97 -225 -93 +20 
Net Invisibles b/ +9 +8 49. 410-15 
Debt Service c/- ho 30 30 30-35 


a. 1951-54, from the Appendix, Table 183 (1951-52 is 
actual, 1952-53 and 1953-54 are Foreign Operations Adminis- 
tration estimates) ; 1955-56, IBRD projection from IBRD, 
"Current Economic Developments and Creditworthiness of 
Yugoslavia," 30 January 1953. U. (See footnote 4, p. 36.) 
b. This item represents the net balance of services from 
1951-54. ‘The IBRD report-does not make clear what it 
represents in 1955-56; it is assumed to represent the net 
balance of services in that year, too. 

ec. This item represents actual debt service payments in 
1951-52, estimated payments in 1952-53 and 1953-54, and 
amount available for debt service in 1955-56. It should 
be noted that in 1955-56 it is the residual item. 


a. Yugoslav Expectations Regarding Foreign Aid. 


The IBRD study assumed implicitly that the Yugoslav 
government would act on the supposition that no foreign economic 
assistance would be forthcoming in 1955-56, even if its programs 
should result in new balance of payments deficits. This -- or some 
similar assumption -- is fundamental. If it were assumed that any 

“balance of payments deficit which developed would be covered by 
assistance, it is almost certain that deficits would develop. 
Discussion of adjustments to a withdrawal of aid would, therefore, 
not be very meaningful. Furthermore, without some such assumption 
there would be no basis for a balance of payments projection. Inso- 
far, however, as the assumption made turns out to be invalid, any 
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conclusions arrived at regarding Yugoslav prospects should be modified. 
There is some evidence that the Yugoslav government would not hesitate 
to allow imports to exceed exports if it thought that the Western 
powers would help Yugoslavia out of the resulting difficulties, and 
that it is attempting to obtain as much foreign economic aid as it 
can.* On the other hand, the various measures involved in the "New 
Economic System" appear to be aimed} in part at least, at relieving 
Yugoslav balance of payments difficulties. The new market policies 
(which, by partly freeing prices, allow them to adjust more closely 

to world prices) and foreign exchange policies (which seek to encourage 
exports and discourage imports) tend to improve the balance of pay- 
ments. The more realistic fiscal and credit policies of the Yugoslav 
government should also have a salutary influence. In general, the 
program involves increasing incentives and decreasing administrative 
interferences in the economic system. These measures are, however, 
still in a state of flux, and no definite conclusions can yet be 
reached as to their effectiveness in assisting Yugoslavia's adjustment. 


b. Investment Program. 


The IBRD study assumed explicitly that no major new 
investment programs requiring substantial imports of capital goods 
would be undertaken after the expected completion of the major por- 
tion of the key investment program in 1955. This assumption is 
closely related to the assumption that the West will not cover 
Yugoslav trade deficits after 1954-55, and that after that time im- 
ports will have to be paid for from Yugoslavia's own resources. 
Recent government statements have indicated that even though the over- 
all level of investment is not to be reduced, the allocation of 
investments among sectors will be altered -- with a shift from 
heavy to light industries and agriculture -- so as to reduce the 
need for imported capital goods. In view of the Yugoslavs' in- 
clination for dramatic achievements as opposed to gradual changes 
there is, however, some danger that new investments may be channeled 
to too great an extent into large-scale projects requiring imported 


* For example, in June 1953, the US Embassy in Belgrade was approached 
by Yugoslav officials and presented with a plan which purported to 

show that if $60 million of additional aid were extended in 1953-54, 
Yugoslav foreign accounts could be balanced in 1954-55. This seemed 
like a "sales-talk" for more assistance in fiscal 1953-54, based on 

a very optimistic appraisal of Yugoslav capabilities. 
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capital goods, rather than into smaller projects in agriculture and 
the light industries which could be largely equipped from domestic 
output. It appears quite certain that Yugoslavia will not be in a 
position to earn enough foreign exchange in the next 2 or 3 years to 
support a sizable new investment program in addition to providing 
for its current needs and debt-servicing charges. Capital goods 
imports cannot, of course, be entirely eliminated, as the need for 
some replacements will continue. All things considered, a reduction 
of capital goods imports from about $100 million in 1951-52 to 

$50 million in 1955-56, as assumed in the IBRD projection, seems 
reasonable. 


ec. MDAP Support Problem. 


The IBRD balance of payments projection does not con- 
sider the consequences of the Yugoslavs assuming the burden of MDAP 
support needs. This does not, however, appear to be a serious omission 
for the period under consideration. Under present arrangements, these 
support needs are largely financed under our military assistance pro- 
gram, the only important exceptions being some petroleum requirements. 
It appears that this arrangement will continue in effect through 
1955-56, put it is desirable to consider briefly the effects of 4 
possible curtailment or elimination of US financing of MDAP support 
needs on the Yugoslav balance of payments. . 


A very rough estimate of imports required to support 
the MDAP program in 1955-56 amounts to $55 million.* Since US policies 


¥ This estimate was arrived at as follows: The total support needs of 
the MDAP program (replacements, spares, ammunition and fuel) in fiscal 
year 1954-55, as estimated by the US Military Assistance Staff in Yugo- 
slavia, amounts to a total of approximately $90 million for domestic 
and imported goods. Deliveries under the MDAP have run considerably 
behind schedule. Up to 31 July 1953, goods valued at $246 million 
were delivered out of a program of $603.5 million (plus an additional 
$74.7 million which had not yet been finally approved). The estimate 
of $90 million appears very high in view of the delay in deliveries, 
and is twice as high as a previous estimate by the same group. As an 
approximation to the order of magnitude of the problem, it can be 
assumed that the support needs for 1954-55 will be between the two 
estimates, perhaps about $65 million, and the increase from 1954-55 

to 1955-56 will be $10 million. Assuming further that about 75 per- 
cent of these requirements would be imports (80 percent of the estimated 


«A ss 
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aim to shift the financial burden of supporting MDAP equipment to 
the recipient countries as soon as practicable, there is some chance 
of change in the present arrangement for Yugoslavia by 1955-56, al- 
though this chance seems slight. If there should be a curtailment 
of MDAP support-needs financing and no curtailment of the Yugoslav 
military program, this would impose a significant, additional burden 
on their balance of payments. 


d. Debt Servicing. 


The IBRD projection involves a trade and invisible 
surplus of $30 to $35 million available for debt service in 1955-56, 
On the basis of present contractual arrangements, Yugoslavia is to pay 
about $48 million of principal on leans, credits, and nationalization 
debts in that year, in addition to interest payments of about $9 mil- 
lion.* It has been estimated that approximately $5 million additional 
will be required to reduce swing credit balances. Furthermore, if 
some payments due in 1953-54 and 1954-55 are postponed, some part of 
these payments may become due in 1955-56, and the debt-servicing bur- 
den in that year would then be larger than the approximate $62 mil- 
lion which will be payable under present arrangements. On the other 
hand, if sizable obligations are refunded before 1955-56, with post- 
ponement of payments until after that, year, the payments due in 
1955-56 may be reduced considerably. Furthermore, any new loans ob- 
tained by Yugoslavia would affect both the availabilities and require- 
ments for debt servicing. 


3. Outlook through 1955-56. 


As indicated above, Yugoslavia has had a deficit in its 
balance of trade and services during each year of the postwar period. 
In 1953-54 this deficit is expected to be about $85 million, of which 
almost 90 percent will be covered by foreign aid. If a balance of 
payments projection for 1954-55 analagous to the IBRD projection for 
1955-56 were attempted, it is likely that it would indicate a negative 


support needs are for spares and replacements, most of which probably 
could not be produced in Yugoslavia in the near future, while 20 percent 
is for fuel and ammunition about half of which might be supplied domesti- 
cally), the rough estimate of $55 million indicated in the text is ar- 
rived at. 


*® See Table 7, p. 28, above. 
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balance on trade and services of the rough order of magnitude of $h0 
million, on the assumption that MDAP support needs will coritinue to 

be financed by the US. Since total debt charges in 1954-55, on the 
basis of present arrangements, will amount to about $86 million, or 
$25 million more than in 1955-56,* it appears that without some 
foreign aid, Yugoslavia would have real difficulty in balancing its 
foreign accounts in 1954-55, assuming a satisfactory volume of imports. 


As indicated above, Yugoslavia should be in a better . 
position to balance its foreign accounts in 1955-56. Adjustments to 
a withdrawal of aid will be required. But, in the absence of serious 
drought, it is probable that these adjustments can be made without 
seriously threatening the Yugoslav economy and, therefore, without 
jeopardizing the aims of Western aid to Yugoslavia. 


¥* Table 7, p. 28, above. 
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STATISTICAL TABLES 
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CONFIDENTIAL 


Table 17 


Production of Grains in Yugoslavia a/ 
1935-39 Average and 1950-53 


Thousand Metric Tongs 


Estimates by Yugoslav Government 


1935-39 

Average 1950 1951 1952 1953 
Corn 4,469 2,084 = 4,033, 1,470 4,200 b/ 
Wheat 2,633 1,827 2,277 1,677 2,700 b/ 
Rye 216 219 277 225 350 b/ 
Barley 405 266 358 257 450 b/ 


Corn 4,486 c/ 2,540 4,320 2,030 4,320 
Wheat 2,660 c/ 2,040 2,500 2,040 2,600 
Rye 216 c/ 178 229 200 275 
Barley hog c/ 348 44 350 4o5 


a. Generally, the USDA estimates of postwar produc- 
tion are higher than the Yugoslav estimates. The fol- 
lowing two factors are the primary bases for the higher 
US figures. First, Yugoslav official land use tabula- 
tions apparently overstate uncultivated plowland and 
also indicate a considerable decrease in total plow- 
land area as compared to prewar figures. After adjust- 
ing these plowland figures, it is thought that more land 
is devoted to grain than is indicated in official 
statistics. Second, food balances calculated within 
the US for the postwar years indicate that the levels 
of food consumption, particilarly in the drought years, 
could not have been maintained on the basis of official 
Yugoslav estimates of grain production plus imports. 

b. Rough estimates by US Embassy, Belgrade. 

c. Prewar Yugoslav figures plus estimates for added 
territory. 
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